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WHICH IS THE BEST FORM OF LIFE INSURANCE 1 



I.— THE NATURAL-PREMIUM SYSTEM. 

BY GEORGE A. LITCHFIELD, PRESIDENT OF THE MASSACHUSETTS 
BENEFIT LIFE ASSOCIATION. 

The possibilities of pure life insurance are necessarily limited. 
It may fairly be said that they are embraced in the simple propo- 
sition: How best to indemnify against loss occasioned by the death 
of one whose life is of pecuniary value to another. Safe and cer- 
tain indemnification at the least possible financial outlay is the 
end sought. The thrifty wage-earner receives, we will say, one 
thousand dollars in exchange for his toil, whether of brain or 
brawn, for a period of one year. The family is thus comfortably 
provided for. But the thought of death, and of the possibility of 
the family being subjected to want, occurs to the wage-earner. 
The thought is disquieting. He casts about for some relief. He 
thinks of investments, but he has little to invest, and it would 
take many years for that little, however well invested, to afford an 
income commensurate with what is liable to be an immediate neces- 
sity to those dependent on him. Manifestly what he needs is at once 
to make available to his dependants, in the event of his death, an 
income that shall, in part at least, make good to them the loss of 
his earnings. By a little calculation he finds that his life repre- 
sents a capital larger than he had supposed. He finds that it would 
require twenty thousand dollars, invested at five per cent., to pro- 
duce a sum annually equal to his earnings. Just here the value 
of pure life insurance is apparent. The first question with him 
now is, how much of his income can he afford to set aside for the 
purchase of life insurance, and the second is, how much life in- 
surance will that sum purchase ? 

He is not a capitalist. He has nothing that represents capital 
but his life and health applied in the form of productive labor. 
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He is not seeking investment. He has no money to put into 
banking. What money he can spare from the necessities of daily 
life must be applied to secure the largest indemnity to those who 
will suffer loss if he dies. Capitalists may speculate with, or 
invest in any form they please, their surplus funds, but he has no 
surplus funds to invest ; he must buy simple indemnity against 
the loss that would be occasioned by his death. It is of prime 
importance with him to know where he can buy safe indemnity at 
the least possible outlay. 

Life insurance may form a co-partnership with banking, but 
banking is not, and never can be, life insurance. We maintain, 
therefore, that there are no possibilities in life insurance except 
to indemnify against the loss of pecuniary value represented by a 
life. How, then, can such indemnity be best secured ? By com- 
bining investment or banking with life insurance ? We reply, em- 
phatically : No. 

The mere statement of one or two undeniable facts will estab 
lish our position beyond a reasonable doubt. 

First, The heavy expense incurred by level-premium life com- 
panies in the conduct of the business makes it undesirable. The 
late Commissioner Tarbox, of Massachusetts, speaking on this 
point in his report for 1885, said : "For the purposes of safe in- 
vestment and honest gain a life-insurance company cannot be a 
fit agent, for two principal reasons : First, nearly or quite a 
quarter of the investment is consumed for the company's support, 
and is, therefore, too expensive an investment agency to be a de- 
sirable one ; secondly, the company is not so well constituted to 
manage the investment safely and judiciously as are other institu- 
tions which administer trust funds. A company can pay out no 
more than its income, and as it consumes approximately a qitarter 
of its income in expenses it certainly cannot honestly make profit- 
able returns to its patrons however skilfully it may employ the 
residue oi its funds in honest use." 

Second, Every dollar invested above the cost of pure insur- 
ance reduces by so much the company's risk, for which the appli- 
cant pays. If the insurance cost of a risk is one hundred dollars, 
and the applicant couples with that another hundred dollars for 
investment, the company's risk is reduced by just one hundred 
dollars. 

Third, If the policy matures by the death of the insured, he 
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has paid two hundred dollars for security that he might have 
purchased for one, and this large over-payment is increasing 
against him in enormous ratio, and the company is correspond- 
ingly relieved as time goes on. 

Fourth, In case of failure to persist in his payments, his loss 
by forfeiture is very greatly increased. 

Other reasons might be given, but these are sufficient for our 
purpose. A single other quotation from the report of Commis- 
sioner Tarbox is in point. He says : " Insurance companies re- 
fer boastfully to their great accumulations as guarantee of their 
strength and prosperity. But, besides what the moth may corrupt 
and the thief may steal, this amassed wealth is constantly environed 
with perils such as the best prudence cannot surely ward. Lia- 
bilities increase as funds increase, and liabilities remain, though 
funds be lost ; while any excess over liability is not the produc- 
tion of the company, but tribute levied from the public. I am 
strongly persuaded of the impolicy and positive danger of mag- 
nifying the banking feature of life-insurance institutions, to ac- 
commodate modern plans of tontine speculation and endowment 
investment." 

While we would emphasize the warning sounded by the emi- 
nent authority just quoted, we yield to no one in our estimate of 
the beneficence of pure life insurance, when divested of these ex- 
traneous growths that have attached themselves to what is known 
as the level-premium system of life insurance. 

The question then very naturally suggests rtself : " Is there a 
better system V The writer believes there is, and will briefly 
give his reasons for this belief. The system to which we refer 
is known as the natural-premium system. It occupies middle 
ground between the high-cost-little-insurance-but-large-invest- 
ment companies of the level-premium system on the one hand, 
and those companies that represent simple assessment insur- 
ance on the other. Whatever is valuable in either of these 
forms of insurance is represented in the natural-premium 
system, and whatever is objectionable in these forms is discarded. 
Advocates of the level-premium system — presumably from ignor- 
ance and not from intention — fall into grave errors in their 
allusions to other forms of insurance. Some ot them seem 
utterly oblivious of the fact that natural-premium insurance repre- 
sents a system, in relation to which what has been known as 



WHICH IS THE BEST FORM OF LIFE INSURANCE? 597 

assessment insurance is as the babe in swaddling clothes to 
the full-grown man. This is illustrated by the remarks of 
President Greene, in his able article in the March number 
of The Review. He speaks of the "make-shift schemes 
of the more ambitious of the assessment or natural-premium 
companies," and then says that they " professedly charge each 
year only the assessments or premiums necessary to pay the 
actual death losses and expenses of that year, and nothing for 
a reserve against the increasing mortality as their policy-holders 
grow older." .Exactly the opposite of this is true of the "ambi- 
tious natural-premium companies." These Companies lay aside 
from twenty-five to thirty-three and one-third per cent, of all 
premiums collected, to apply in the future to increasing cost 
from increasing age of policy-holders. 

Again he says: "They do not agree to pay an absolute sum, 
only what they can collect by way of assessment up to, and not 
exceeding, a certain sum. What may be realized on a policy de- 
pends wholly on the degree of success in collecting the assessment 
made to meet it." The exact reverse of this is true. These 
" ambitious natural-premium companies " write just as absolute 
a policy as does his own company, and are compelled to do so by 
the laws of the various States, Massachusetts being the first State 
to pass such a law. Had President Greene been indulging in a Rip 
Van Winkle doze for the past fourteen years, he could not have 
gone further from the facts as applicable to natural-premium in- 
surance of to-day than he has done in the article from which these 
quotations are made. 

In any radical departure from existing forms and customs, 
whether in the business or scientific world, there is, and must 
always be, the experimental stage. Gradually, however, that 
which is valuable secures public recognition and support. 

While the natural-premium system of life insurance to-day is 
the outgrowth of the assessment idea, it nevertheless represents 
practically a perfected system as the embodiment of the best 
thought of many of the best informed experts in the insurance 
world, Ignoring all speculative and investment features of the 
older system, it offers to the people pure life insurance, based 
upon the same great laws of life expectancy and mortality which 
are the foundation principles of level-premium insurance. It in- 
cludes in its premium rates the same amount for mortuary pur- 
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poses that is charged by level-premium companies ; it includes 
an expense cost much less, indeed, than is required by the more 
cumbersome level-premium system, but ample for the purpose ; it 
provides a loading of thirty-three and one-third per cent, for a 
reserve fund, fully adequate, it is believed, to meet all contingen- 
cies ; it writes a policy contract embracing all the valuable feat- 
ures of a life policy in any company ; it promises to pay a defi- 
nite amount upon the decease of the insured and backs up its 
promise with cash on hand, and differs from the level-premium 
system only in that it reserves the right, if its calculations shall be 
shown by experience at any time in the future to be in error, and 
that a sufficient amount has not been charged, to call upon the 
insured to make good such deficiency. It is not believed that 
such a contingency will ever occur, but if it should the integrity 
of the company can be preserved and every contract fully met at 
maturity, and no receiver will be required to take the funds of 
the company "to that bourne" from whence, unfortunately, they 
so seldom return. 

The claim of President McCurdy, in his article in the March 
number of The Keview, that the individual under the system of 
combined insuranoe with investment can make money, is, indeed, 
as he admits, a paradox, but in the mind of every man who 
understands the subject a paradox that admits of no elucidation. 
It is not possible for the individual insurer to make money, ex- 
cept by the loss of his fellow-insurers. That loss may be lessened 
or increased by the various conditions that enter into the problem. 
When from twenty to twenty-five per cent, of the entire receipts 
of a company are swallowed up by expenses there is no possibility 
of overcoming the loss so as to afford a profitable investment to 
the contributors as a whole, by any fortuitous circumstances, nor 
by any application of the principle of compound interest. The 
favorite device adopted by these companies is to induce the indi- 
vidual insurer to defer any accounting on the part of the company 
for as long a period as possible, for the very reason suggested by 
President Greene, viz., "in the hope that so many will die or 
lapse their policies meantime that their forfeited reserves and 
savings divided up among those who live and pay through will 
overcome the effect of extravagance on their particular policies 
and give them a good thing — not out of the investment capacity 
of the business as a whole — but out of those who have had to 



WHICH IS THE BEST FORM OF LIFE INSURANCE? 599 

drop out by the way and leave all or a part behind them." This 
loss of the many, least able to afford it, for the profit of the few, 
best able to suffer a loss, is an evil that menaces the future use- 
fulness of these great institutions, and none know it better than 
those who administer their affairs. 

Under the natural-premium system, pure insurance indem- 
nity is furnished, as safe and secure as under any system, and, 
because of its less expensive machinery, at scarcely more than 
one-half the cost. Who can estimate the possibilities of such a 
system of life insurance, so perfectly adapted to meet the wants 
of the great middle classes of our people ? The result thus far 
has been that many thousands have availed themselves of its 
advantages, who would have had no indemnity under any other 
system. It has already far outstripped the level-premium sys- 
tem, both in the number of its patrons and the amount of indem- 
nity provided, and is as yet in the morning of its brilliant career, 
while the older system has held the field undisturbed for half a 
century. 

GrEORGE A. LITCHFIELD. 



II.— THE DISADVANTAGES OP THE LEVEL-PREMIUM 

SYSTEM. 

BY EDWARD B. HARPEB, PRESIDENT OF THE MUTUAL RESERVE 
FUND LIFE ASSOCIATION. 

The principle underlying all insurance is that the insured are 
themselves the insurers, the losses or misfortunes of the few being 
partly made up to them by the payments of the many. The 
ancient Romans had their clubs, each member of which bound 
himself to contribute his proportion of the amount necessary to 
indemnify a fellow member for the loss which he might sustain ; 
the Britons had their trade or craft guilds, by means of which 
the same purpose was served, the principle being extended in 
many cases to furnishing the necessaries of life for a member in 
sickness and the money to defray funeral expenses. This gave 
way to the Friendly Society, which was a still further extension 
or application of the principle, the widow and the orphans of the 
deceased member being included in the benefits distributed. 

In the modern insurance company the principle is reduced to 
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a science ; the careful observation of its operations having furnished 
data which demonstrate that the cost of the benefits which are 
provided can be approximated with an accuracy which practically 
amounts to a certainty. 

This is especially true as applied to fire, life, and accident 
insurance ; if it were not so, insurance companies would still be 
in their experimental stages, and their promises, or contracts, 
mere speculations, which might or might not be fulfilled. The 
absurdity of such a theory is self-evident. 

Being more familiar with the history and operation of the 
principle already referred to as applied to life insurance, I shall 
confine myself to that branch of the business. 

An examination of the most reliable documents on the subject 
reveals the fact that the total amount of life insurance in force 
throughout the entire civilized world, fifty years ago, was less than 
our American companies now issue in one year. The following 
table shows the amount which old-system companies had in force 
in the whole world for each of the four decades : 

Year. Insurance in Force. 

1861 $1,195,000,000 

1871 4,247,000,000 

1881 5,597,000,000 

1891 9,893,000,000 

On December 31, 1892, the amount of insurance in force in 
the whole world, held by old-system companies, was $10,680,- 
000,000. At the close of the same year assessment companies and 
fraternal orders had outstanding insurance to the amount of over 
$7,000,000,000, ninety per cent, of which was on the lives of persons 
residing in the United States. 

In 1878 the total insurance in force, on the assessment plan, 
was a little over $125,000,000, and as the amount in force is now 
more than $7,000,000,000, the increase during the fifteen years 
exceeded 500 per cent. The new business written by assess- 
ment associations and fraternal orders alone, in 1892, exceeded 
the total amount of insurance in force in the whole world fifty 
years ago. Less than fifty years ago friendly societies were not 
only without the protection of law, but were maligned by both 
pulpit and press, articles having frequently appeared in the 
London Times and other influential papers grossly misrepresent- 
ing such world-renowned and beneficent institutions as the Man- 
chester Unity of Odd Fellows and the Ancient Order of Foresters. 
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An idea of what friendly societies have accomplished may be 
formed from the fact that within a period of less than fifty years 
over 150,000 widowed families have been assisted, to the extent of 
nearly $40,000,000, by the Odd Fellows and Foresters alone. The 
payments by snch organizations now amount to many millions of 
dollars every year, and instead of being denounced as they were 
formerly, friendly societies, life insurance companies and associa- 
tions are to-day heartily supported by the governments of all 
civilized countries, pulpit and press alike uniting in advocating 
their claims to public confidence. 

In the year 1891 alone level-premium and assessment organiza- 
tions paid policy-holders nearly $150,000,000. In order that the 
reader may be able to form some idea of this amount of money I 
have reduced the calculations to the sum paid weekly, which is 
$2,884,615. The amount paid daily is $410,958. The amount 
paid by life insurance companies in death claims averages from 
three to four hundred per cent, in excess of the money which the 
representatives of the deceased would have received had they in- 
vested the same amount with banks or other financial institutions. 

Another point of great importance in connection with life in- 
surance, is that the small payments required to keep the policy 
in force, if not expended in this way, would go for luxuries in 
the way of clothing, in travelling or other expenses, and would 
therefore not be to the credit of the estate at the death of the 
owner. In all such cases it is self-evident that the money paid 
by the insurance company is clear profit so far as the representa- 
tives of the deceased are concerned. Who can estimate the good 
which the hundred millions paid in death claims in America 
alone, each year, accomplishes ? Let the tens of thousands of 
widows and the hundreds of thousands of orphans answer. The 
life-insurance policy, in far too many cases, is all that the widow 
has for her own and her orphaned children's support. 

In 1843, when friendly societies were looked upon in Eng- 
land as objectionable institutions and were opposed by the pulpit 
and the press, no less than 1,546,000 persons, i. e., nine and one-half 
per cent, of the then population, received relief through the gov- 
ernment. In 1885 the paupers of the United Kingdom of Great 
Britain and Ireland only numbered 982,000, or only about two 
and one-half per cent, of the population. There can be no doubt 
that the change was due, to a very large extent, to the influence 



602 THE NORTH AMERICAN REVIEW. 

which life insurance had in educating the people to provide for 
their loved ones, and in teaching them to practise economy and 
self-reliance — a conclusion which is confirmed by the statement 
made by the Registrar-General for Great Britain and Ireland a 
few years ago, viz., that " Friendly societies saved the nation 
over $10,000,000 annually in poor rates alone." 

There are advantages other than the protection of the widow 
and the orphan which have been indicated by other articles in this 
series. 

Of course the history of insurance has its seamy side, but 
reviewing the facts, and taking into consideration the prog- 
ress which life insurance has made, and the safeguards with 
which it is now surrounded, there is every reason to believe 
that the next half-century will witness a degree of prosperity 
and progress far beyond anything which we can anticipate. 
The field force of life-insurance companies is of compara- 
tively modern origin and is now a mighty power in advocating 
its claims ; while the literature, which is being circulated, is edu- 
cating the public and will in time produce great results. The 
social demands which are made upon the business men of to-day are 
such that life insurance has become an absolute necessity, and its 
benefits are being more fully appreciated every year. All classes 
are now interested in the subject, a result which has been brought 
about to a very large extent by the rivalry which exists between 
the representatives of level-premium and assessment companies. 
The field of operation is large enough to tax the energies of both 
systems ; there has therefore been no necessity for conflict. The 
men controlling the level-premium companies, who have waged 
the war, have been their own worst enemies. Their system, if prop- 
erly conducted, can join hands with the assessment or natural- 
premium system, and the two unite in the work of providing for 
the widow and the orphan and in the encouragement of thrift, 
economy, and prudence. 

But it seems to me that it is absolutely impossible for com- 
panies furnishing life insurance under the level-premium system 
to combine security and economy. The law under which they are 
doing business compels them to have to the credit of all existing 
policies about fifty percent, of the premiums which have been paid 
on them, and which must earn at least four per cent, interest. 
The money so held is called the " Legal Reserve." No part of 
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the reserve belonging to existing policies can be used in tne pay- 
ment of current death claims; and should the death rate be 
excessive or the company unfortunate in its investments, and the 
" Legal Eeserve " impaired, the company would be declared insol- 
vent and it could not legally write any more new business while 
the impairment lasted. 

During the past twenty years, policy-holders have lost millions 
of dollars of " Legal Eeserves " through the failure of companies 
which, at the time of their failure, had an income of nearly $3.00 
to every $1.00 required for current expenditure. The " Legal 
Reserve " of such companies, however, had become impaired and 
therefore they were technically and legally insolvent, and had no 
alternative but a receiver. The history of the Old Charter 
Oak is an example of the danger which menaces all com- 
panies subject to the " Legal Eeserve " regulations. The in- 
vestment and careful management of the enormous sums, which 
level-premium companies are now carrying, is already becoming 
a matter of grave consideration and it requires no profound wis- 
dom to see that the time will come when the "Legal Eeserve" 
requirements of the level-premium system must be modified. 
Level-premium companies are, by reason of the " Legal Eeserve " 
requirements, self -destructive — the larger they become the greater 
the danger of insolvency. 

It appears, from the New York insurance report for 1891, that 
the level-premium companies doing business in the State of New 
York had on the 31st of December, 1891, $711,381,782 in " Legal 
Eeserves " and a total of $3,861,584,383 of insurance in force. If 
$3,861,584,383 of outstanding insurance requires $711,281,782 of 
reserves, it follows that it would require at least $7,000,000,000 
to carry $40,000,000,000 of insurance. 

In a little over thirty years the insurance in force has in- 
creased from less than $2,000,000,000 to over $17,000,000,000. If 
a like increase is experienced for the next thirty years, the insur- 
ance in force will then exceed $130,000,000,000. 

The safe investment, at the standard rate of interest, of the 
"Legal Reserve" necessary, under the level-premium system, to 
carry such an enormous amount of insurance is practically im- 
possible, and therefore it could not be furnished by level-premium 
companies alone, circumscribed in their operations as they are 
by "Legal Reserve" requirements. 



604 THE NORTH AMERICAN REVIEW. 

The superiority of the natural-premium or assessment sys- 
tem lies in the fact that, while it furnishes insurance at about one- 
half the rates which old system companies are compelled to 
charge, it also provides absolute security for the payment of its 
death losses. Every policy-holder, so long as he continues to 
profit by the protection furnished, must contribute his proportion 
of the amount required for death losses and expenses. Conse- 
quently, the greater the amount of insurance in force the greater 
the security; if the premium is not paid when due the policy lapses 
and the liability ceases. The reserve of companies conducted 
upon this system is therefore practically unlimited, it entails no 
expenses for management and can never be squandered in the 
payment of high salaries or lost in unprofitable investments. In 
many respects the reserve of the natural-premium or assessment 
system is like the reserve force of a nation such as the United 
States ; where there is practically no standing army, but where 
the State has the power, in case it is required, to call out every 
man who is over eighteen and under forty-five years of age. That 
such a reserve is amply sufficient for the protection of the Ameri- 
can people history has most satisfactorily demonstrated. 

A natural-premium or assessment company having a sufficient 
number of members to take advantage of the law of averages, as 
applied to its mortality experience, and which makes all its pre- 
miums payable within fixed dates, say bi-monthly or quarterly, 
and has a greater amount of surplus funds than the maximum 
sum which experience shows will be required for the payment of 
its death losses, between the dates on which its premiums are 
payable, furnishes security for the payment of its death losses 
unsurpassed by any other system of insurance in existence. 

Edward B. Habper. 



